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THE RIGHT KIND OF KNOWLEDGE 

is power. Why not attend an N.C.L.C. Class 
or Course, or enrol for a Postal Course on 
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Economics—Intermediate. 
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Problems Facing .abour Britain. 
Public Speaking, 

Scientific Way of Thinking. (For 
advanced students). 

Shop Stewards and Workshop Repre¬ 
sentatives and their Functions. 
Social History. 

Socialism. 

Trade Unionism Today. 

Trade Union Branch Administration. 


TWO GUINEA COURSES FREE. 

If you are a member of any of the following organisations, the above courses are FREE, as is 
attendance at classes. Non-members may pay fees by instalments as they study. Members of 
locally affiliated bodies get a discount of 25 per cent . 


Amalgamated Engineering Union 
Amal. Union of Building Trade Workers 
Association of Correctors of the Press 
Association of Engineering and Shipbuilding 
Draughtsmen 

Assoc. Society of Locomotive Engineers 
and Firemen 

Assoc, of Supervisory Staffs and Eng. Tech. 
Clerical and Admin. Workers 
Coal Trimmers’ Union 
Composite Section (N.F.B.T.O.) 
Constructional Engineering Union 
Derbyshire Miners 
Dundee Power Loom Tenters 
Durham Miners 
Electrical Trades Union 
Fire Brigades Union 
Gas Industrial Union 
Hospital and Welfare Services Union 
Iron, Steel and Metal Dressers* Trade Society 
London Society of Compositors 
Managers’ and Overlookers’ Society 
Mental Hospital Workers 
Nat. Amal. Furnishing Trades' Association 
Nat. Amal. Union of Life Assur. Workers 
National Society of Metal Mechanics 
National Society of Pottery Workers 
(Scottish Members only) 


Nat. Union of Blastfurnacemen 
Nat. Union of Boot and Shoe Operatives 
Nat. Union of Distributive Workers 
Nat. Union of Pearl Agents 
Nat. Union of Public Employees 
Nat. Union of Railwaymen 
Nat. Union of Scalemakers 
Nat. Union of Scottish Mineworkers 
Nat. Union of Shale Miners 
Nat. Union of Sheet Metal Workers 
Nat. Union of Tailors and Garment Workers 
Nelson Weavers’ Association 
Plumbers, Glaziers and Domestic Engineers 
Power Loom Carpet Weavers and Textile 
Workers 

Railway Clerks' Association * . 

Scottish Brass Turners, Fitters, Finishers 
and Instrument Makers’ Association 
Scottish Colliery Enginemen and Boilerrnen 
Scottish Horse and Motormen's Association 
Scottish Painters* Society 
Scottish Typographical Association 
Scottish Union of Bakers . 

Sheet-iron and Light Plate Workers Society 
South Wales Miners’ Federation 
Spring Makers, Tool Makers and Grinders 
Typographical Association 
Warwickshire Miners 

* Courses at half-cost. 


If you want a free course enclose your Union Card as evidence of 
membership. A P.O. for Eightpence will bring you '' Education and Power 
and “The Trained Mind—Trained for What?“ which give detaifs of 
the N.C.L.C.’s work. 


J. P. M. MILLAR, General Secretary, N.C.L.C 


War-time Address: TILLICOULTRY, Scotland. 















FOREWORD 



T HIS very useful pamphlet^&as ,firsts pfibli^Jj^d in December, 
1929. The great credit crisis anAi^itUKus " departure from 
the Gold Standard/’ called for a s^ond 1 edition^ In 1941, in 
the midst of another gigantic war arising out of the failure 
of the capitalist system to guarantee social security, a third edition 

was called for and now in 1946 in this turmoil of peace a new edition 
is being published. 

At the present time man is at one of the great turning points 
of history. Economic forces, the results of man’s industrial 
activity, have completely burst the boundaries of nations and 
have set before man problems which even the most reactionary 

thinkers are forced to admit can be solved only on an inter¬ 
national basis. 

Fhe world s most pressing difficulties are undoubtedly economic, 
and yet, even in Great Britain, economics is a subject that is in the 
main ignored in our schools. It is true that even were it tau°ht 
generally to boys and girls in the upper classes—and it is a subject 
that is much easier to teach than mathematics, much easier to under¬ 
stand and much more interesting—a great deal of the economics 
that would be taught would be of little or no service so far as the 
main social and political problems are concerned. 

The reason for that is, of course, that orthodox economics 
cannot face these problems. \\ ere it to face them it would be faced 
with Socialism as the only way out. The result is that even the 
professors of economics themselves do not, curiously enough, under¬ 
stand the capitalist system, despite the colossal amount of detail 
knowledge they have of different aspects of it. The very fact that 
the men who ought to understand the system—the great bankers 
inane k i > and^ economists—do not really understand it was indicated 
by the fact that the Government had some years ago to annoint 

what was called the Macmillan Committee to try to ascertain the 
relationship between finance and industry. 

Economics has always been the main subject taught in the 

thT/the N H N r at ? nal Coun . cil of Labour Colleges. Because of 
tnat tne JN.C.L.C. has sometimes been accused, even by Labour 

people who ought to know better, of neglecting culture People 

3? h Trf r ’ ^ Simp,y repeatin S views of 

tne governing class. That view is naturally a parasitic view 

A class that lives on the labour of others has relatively scant regard 
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fo f P rocess ° f labour. It is, in the main, quite oblivious of the 

/? ct that tbe culture it enjoys would not even exist were it not for 

the process of labour which makes it possible for the artist the 

poet the novelist and the musician, not to say the governing class 

itself to get the food, clothes, shelter, heat and transport on which 
they depend. r 

f uou ^ an interesting task to examine the pronounce¬ 
ments of the economists to find out the number of different ex¬ 
planations offered for the great slump which commenced in 1929 
and the credit crisis which followed. Each month or two saw 
a new explanation rise in the Bank Rate, high wages, sheltered 
industries, scarcity of gold, the alleged stupidity of the French 
and Americans in not lending enough. These and many more 
were offered as explanations of the slump and of the credit crisis. 

They are no more valid explanations than the old statement that 
working-class poverty is due to drink. 

How important it is to understand the fundamental causes of the 
great slump will be appreciated if one remembers that it was that 
slump that enabled the Nazis to climb to power. 

I his little pamphlet can do a considerable amount in assist¬ 
ing the average worker to understand sufficient about finance to 
enable him to avoid being at the mercy of Press magnates and 
professors when it comes to a question of the economic ills of 
society. Those readers of the pamphlet who desire to carry 
their study further ought to get a copy of Arthur Woodburn’s 
Outline of Finance (3s. 2d. t post free, from the N.C.L.C.). They 
should also see the N.C.L.C. Outline of Economics , and also the 
Plebs ,* which from time to time contains articles on economic 
questions. Students who desire to carry their studies further should 
not overlook the X.C.L.C/s postal courses on Finance and Economics. 


J. P 


National Council of Labour Colleges, 
(War-time Address) 

Tillicoultry, 

Scotland. 
loth Jfarchj 1940. 


M. MILLAR, 

General Secretary 




* 4 d. post free monthly, 4s. per year 



WHAT IS MONEY? 

War brings once more in its train great changes in income, 
taxation, and State expenditure and has raised again the 
important questions of inflation, bank loans and other aspects 
of fi nance. It is, therefore, imperative that the workers take 
an interest in what are called monetary questions although 
these have been hitherto mistakenly regarded as beyond their 
province. 

This pamphlet, therefore, is an attempt to state in simple 
language the part that money plays in economic life and to 
explain some of the questions which call for urgent solution. 

Money not all it seems 

In our ordinary life we generally regard money as the thing 
we work for, and the object of our savingAand it assumes, there¬ 
fore, in our imaginations an importance which does not actually 
belong to it. AVe work every week for wages, and perhaps receive at 
the end of the period three pieces of paper, each called “ One Pound/' 
but if we obtained only these paper notes for our work we should 
soon starve. Such notes are simply tickets which entitle us to 
so much food, clothing, shelter, amusement, etc., and they only 
remain in our possession till we can exchange them for the com¬ 
modities we require. What we actually work for, then, is not 
the money, but the food, clothing and shelter, etc, -Money, there¬ 
fore, serves man as a means of allocating shares of all the goods 
produced by industry. It serves as a means of exchange, by 
which we exchange our labour power for food and clothing, or by 
which merchants sell some goods and buy others, the net result 
being that they have exchanged one set of goods for another. 

Our Standard 

Shells, beads, horseshoe nails, and many other articles have 
served man as a means of exchange, and finally metals (latterly gold) 
were given first place. In addition, however, to facilitating the 
exchange of goods, these articles served as a standard of price. 
Just as the yatd is our standard unit of measurement we have 
the £ as the standard unit of price. Once that unit is estab¬ 
lished, we know that an article valued at £5 is five times the 
value of one costing £1. Just as we divide the yard into feet 
and inches, so we divide the £1 into shillings and pence If we 
receive £10 and go to a shop? we see articles at various prices 
. r.> ° j an be dl Y lded b y purchasing two articles at £5, or three 

at A, and ° n . e at d’ and so on - Ten Pounds are actually tickets 
entitling us to goods to the extent of ten units of £1. The unit 

may change to dollars, francs, or marks, according to the country, 

but, the unit once established, we calculate all things in divisions 
or multiples of that unit. 
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The Sovereign versus the Pound Note 

If we look at a pound note we shall see that it is ^bank’s promise 
to pay a pound on demand. That promise is a relic of the days wren 
me note was a promise to pay over a gold sovereign, i.e., a pound— 
a promise which was then carried out. 

Notes came into use because they were handier than sovereigns 

lhey were lighter to carry and a £100 note had the advantage not 

only of being very much lighter than one hundred sovereigns but 
of saving a lot of counting. 8 

As long as men could obtain what they wanted with a pound 
note the) did not bother to go to a bank to ask for a sovereign, (If, 
however, a shopkeeper refused to supply provisions in exchange 
for a pound note the holder of the note found himself left with a 
piece of paper with practically no value at all. The shop-keeper, 
of course, did not refuse the note so long as the bank was prepared 
to give a sovereign for it but when a bank collapsed its notes became 
worthless and no one would accept them 3 

A sovereign, therefore, differed from a pound note because the 
sovereign, in addition to being a means of exchange and a standard 
of price, was a piece of gold valuable as metal. It was valuable not 
only to a person in this country but anywhere in the world. So 
many banks failed last century and brought ruin to thousands of 

homes that for years people were very wary about accepting bank 
notes. 

Governments endeavour at times to circumvent this difficulty 
by making these notes legal tender. That means that they make 
their acceptance compulsory. This policy, however, can succeed 
only for a very short time if the notes cease to represent real value, 
for people will refuse to exchange goods for worthless paper. 

Why Not Print More Bank Notes ? 

People who forget that the average man used to have to work 
almost twenty hours to produce as much as would entitle him to a 
sovereign imagine that if we want more money all we need to do 
is to print more pound notes ! Yet we can all see that there must be 
some limit to the number of notes which could be printed, since if 
£1 equals twenty hours of work, it would never do if our twenty 
hours labour could be bought just for a piece of paper which could 
be printed in less than a minute. If a forger prints a note and pays 
us with it, he is obviously taking twenty hours' work and cheating 
society by giving a forged note. He is taking twenty hours’ 
work from society and giving about one minute in return. He 
is, therefore, robbing other people and society punishes hirrf) A 
sovereign could be obtained only by giving to society, say, twenty 
hours' hard work, and since a £1 note was a substitute for the 
sovereign, no one should have possessed such notes unless society 
had been given the equivalent of twenty hours’ work for each. If 
the bank or the (Government printed notes to be used for the purchase 
of goods they, like the forger, would be confiscating goods. 



Legitimate Money 

There is not, however, sufficient gold in the world to supply the 
money necessary to circulate all the goods produced and 'sub¬ 
stitutes are imperative as a means of exchange. The banks are 
the institutions in society which create the means which industry 
and commerce require to exchange their products. If industry 
is busy, or harvests are good, more money comes into circulation. 
If industry is quiet and unemployment bad, less money is demanded, 
and it lies dormant in the banks? It is a mistake to imagine 
that, because during such periods their coffers are full, the 
banks are the cause of bad trade and unemployment, and it is 
ridiculous to charge the banks, as some peop.e do, with refusing 
to release sufficient money to keep necessary industry going. 
I propose to show in detail how the process works, but 
meantime it is evident from the fact that the banks make profit 
out of creating and lending money to facilitate exchange of products 

that they are not likely voluntarily to restrict such activities without 
good reason. 


The Gold Standard 

The statement is often made that the development of trade 
is restricted because the banks create money only to the extent 
that this is possible under the gold standard. This view wrongly 

1ITl fi^ eS ^ ie standard requires a certain proportion of 

gold to bank notes and other means of exchanging goods. As a 
matter of fact, the amount of gold has little or nothing to do with 
the gold standard. The gold standard is an automatic check on 

bankers and governments creating money which has no basis in 
real production. 


i then ' is the P rinci ple which governs this creation of 

substitute money, e.g., notes? Substitute money can be created to 
take the place of gold , and it has the same purchasing power as "old 
and is acceptable to commerce as its equal so long as there is not more 
substitute money created than the amount which would circulate if 
gold were the only medium of exchange. The amount of substitute 
H1( ! M( T whu-hylfH^ circulate is equal in purchasing power to the 
value only of the gold which would be required. That amount 

depends entirely on the amount of trade and the speed of business 
transactions. Let me make this clear. 


If we had nothing but a gold currency and £50,000,000 were 
circulation the gold could be withdrawn from circulation and 
the sum of £o0 000,000 in substitutes put yi its place without 

stitutff 8 w he Vak f °f the If - however, £100,000,000 in sub- 

u CrC L PUt lnto use >. the £1 would be equal only to 10s. 

i |.. ^ ^_ mean that the pound note 

s wor h 10b. So long as the banks promised to pay a sovereign 

m exchange for the £1 notes, they therefore darednot issue more 



substitute money than replaced the possible gold circulation without 
running the risk of there being a run on their gold—i.e., people 
demanding to exchange a note with a purchasing power of 10s. for a 
sovereign with a purchasing power of 20s. As a barometer registers 
tendencies in weather changes, the withdrawing of gold from the 
banks signified that they had been creating too much substitute 
money.* 

The Workers and the Gold Standard 

The promise to pay gold was a safeguard for the workers, since, 
if by an over-creation of substitute money, every £2 in wages only 
bought goods to the value of a sovereign, then half of the food, 
clothing, and shelter they worked for would be taken from them, 
though the amount of money they received remained the same. 
They were safeguarded because so long as the gold standard operated 
they also could go to the bank and obtain their sovereigns—or, if 
the Government was no longer coining gold, they could purchase 
with their notes standard gold at a fixed price from the bank. 

As long as there was no ” monkeying " with the currency, 
therefore, practically no gold was required, and there was no limit 
to the amount of substitute money the banks could legitimately 
create in order to circulate real goods. Immediately the amount 
of money went beyond the necessities of trade a run took place 
upon gold, and sovereigns went into the melting pot to sell at a 
profit as gold. The gold standard was, therefore, the only guarantee 
we had that excessive purchasing power was not manufactured 
and placed in the hands of people who were not entitled to it. 

The power of creating substitute money is mainly in the 
hands of the banks We must, therefore, investigate whether 
they have any right to this power, whether they use it almost 
entirely for their own advantage, and whether they have any 
responsibility to society for their actions. 


* When too much substitute money is issued, the currency is said to be 
“ inflated," If a currency is not on the gold standard, i.e., when more is 
issued than the amount of gold that would circulate if gold were the only 
medium of exchange, inflation may proceed until the currency becomes almost 

valueless. 



What the Banks clo. 


In every city palaces of the most expensive construction 
are built to house the Banks . How can Banks afford to 
do this not only in good times but in bad ? A Bank will open 
an account for you, keep clerks to attend to it, and yet charge 
you very little . Still the Banks make handsome profits. 

How is it done ? 

Banks, we have seen, have the power to create money, and money 
is required to carry on the vast trade of the country. But no 
one to-day uses gold as money, and even the use of banknotes is 
confined to the smaller transactions requiring ready cash.* 

Ihe greater bulk of commercial transactions is carried through 
without the aid of cash, by utilising the machinery of book-keeping 
organised by the banks. 

If we have an account to pay and have money in the bank, we 
can go to the bank, draw the money, and pay it to our creditor. 
In all probability, however, our creditor will take it straight 
back to the bank and pay it in again. It is much simpler to send a 
note to the banker instructing him to transfer the amount from 
our money to the credit of our creditor. The banker does not go 
into his safe and lift the money from one place to another, but makes 
two entries in his books, (1) that we have the right to so much 
less money, and (2) that our creditor has the right to so much more. 
Banking in this form is simply keeping a record of the amount 
of money we pay in, and the amount we take out. The instruction 
sent to a banker is called a cheque, and is in this form :_ 


London, January 10, 1942. 
THE MIDLAND BANK 

, ^ a y 1° " ... or order 

the sum of. . 


£ 


Signature 


I* happen, however, that your creditor deals with a 

different bank, but the banks get over this difficulty by making: 
the Bank of England their Bank, and paying each other bv 
transferring the right to money they hold in the Bank of England 
It is for this reason that the Bank of England is sometimes called the 
_ankers bank. If. however, the banks were to send cheques on the 
ank of England to each other for every transaction, armies of 

non ! [. e< ^red. If, say. The Midland Bank has cheques 

for £1,000 to collet t fiom the Westminster Bank, andjthe West- 

* T.he term cash includes banknotes, silver and coDoer coins ana 
and it is necessary to keep this distinction between the terms cash and 

about*theTbanks^ 3 “ ^ W ° U ' d * V °' d the “***« 








minster Bank has cheques to collect from The Midland Bank for 
£900, the one cancels the other with the exception of £100, and this 
is all that would require to be transferred. The banks therefore 
have a “ Clearing House," which sorts out what the banks have to 
collect from each other, leaving only balances to be settled. Bankers’ 
Clearing Returns for one year amounted to 

£34,278,620,000 * 

while the amount of gold in the Bank of England amounted to only 

£175,000,000. 


Moreover, the Clearing Returns do not include the cheques 
which are dealt with locally in the branch or bank. We see, then, 
that the money paid far exceeds the gold in the bank, and that 
these payments take place without disturbing the gold. All this, 
however, is simply book-keeping work, and it is done practically 
free. We must now proceed to discover where banks make their 
profits. 




ow to Make Money 


We have seen that Governments and banks can make pound 
notes, and that these pass customarily as money, yet we also see 
that millions and millions of pounds’ worth of trade are carried 
through without either notes or gold, by the simple use of cheques. 
This means that cheques are money, like banknotes. You give 
them value by filling them up and signing them. Such a cheque 
has value, however, only if the banker acknowledges your right 
to use it. Only people who have deposited money in the bank 
have the right to draw any out, unless the bank gives them the right. 
It is here that the banks make their profit. They lend people the 
right to draw money, and charge them interest. 

Some people think that the bankers lend only the money which 
is deposited with them, and that they make their profits by charging 
2 per cent, more to borrowers than they pay to lenders. This, alone, 
will not by any means account for the income of the banks^ 

If trade is busy, there are more payments to be made, but these 
are mainly done by cheque. Nevertheless, more trade means more 
employment, and more employment means more wages, which are 
generally paid in cash. More trade, therefore, means that cash 
will be drawn from the banks for wages, and come back via the 
shopkeepers’ tills, e.g ,, in the case of more trade, a firm might use 
an additional £500 to pay wages in cash, but pay an additional 
£5,000 by cheque for goods. If a bank is asked for a loan, therefore, 
it knows that out of every £10 asked for in loans, £1 only will be 
drawn in cash, and cash, keep in mind, includes banknotes, silver, 
and copper coins. If, therefore, a banker receives over his counter 
£500 in cash as a deposit, he can lend, not £500, but £4,500, and 


draw interest upon £4,500. 

A few years ago, for instance, the ten London banks had in their 
own coffers, or in the Bank of England coffers, coin and banknotes 



to the amount of -£197,000,000, but on the strength of this they 
had lent £1,600,000,000. It is from the interest on such amounts of 
manufactured cheque money that the banks draw the bulk of their 
profits and expenses. 


There is a school of thought to-day which maintains that 
unemployment and bad trade are due to the banks refusing to 
manufacture more such money, and they insist that it is because 
the banks limit this lending to the amount of gold they have. 
\et only the Bank of England keeps any large quantity of gold 
and it lias power to issue £260 millions in notes, called the fiduciary 
issue, for which it has no gold at all. 

Above this figure it must, unless it receives special permission 
from the T reasurykeep £1 in gold for every £1 note issued. All 
banks, including \ ie Bank of England Banking Department, lend 
large sums oi credit money, almost without any gold backing, and 

mostly on the strength of " cash " consisting of banknotes, silver 
and copper.* 


What, then, is the limit to which banks can create this extra 
money ? There is no limit, except the capacity of paper mills to 
make, and printers to print, “cash” in the form of notes. In 
Germany, for instance, during the inflation period after 1914- 
1918, this process reached the point when 33 printing works and 
12 paper miU^-Avfere required to produce from 45 to 75 milliard j* 
marks per dIn our own country during the same period the 
issue of currency notes reached the figure of some £365,000,000. 
And, what is important to remember, tlie printing of these banknotes 
by the Government for the banks increased the “ cash,” on the 
basis of which the banks lent the right to draw cheques* to about 
nine times the amount. 


But, as was explained in the paragraphs on the gold standard, 
the printing of substitute money does not bring goods into exist¬ 
ence. If there were 50 tickets for 50 packets of tea, printing another 
50 tickets would not create 100 packets of tea. It is for this reason 
that there are adopted, alongside increased payments Jor war 

activities schemes for withdrawing surplus spending power from 
the population 


(а) permanently by taxation ; 

(б) temporarily (1) by supplementary taxes to be repaid as 

credits " l .—*■ * * ^ 


4 l 


post-war 


loans S bv^l en g °° dS a ^f available ' (2) b y collecting money for war 
loans, by savings weeks and other methods. 


t A milliard equals 1,000,000,000. 




How it Works 

Tf we see in the bank balance sheet the system working, we 
shall be better able to understand its seeming contradiction. Here 
is a simplified form of a bank balance sheet, which shows all the 
money the bank is liable to pay, and on the other side what it 
has to pay with :— 


LIABILITIES 

t.e., What has been received, 

Capital . £100 

Deposits by Customers.... 100 


£200 


ASSETS 

What has been done with it. 
Property and Buildings.... £100 

Cash . 10 

Investments .... * .... 10 

Loans to Customers .... 80 


£200 


The bank has received £100 from its shareholders, which we 
assume Las been used to erect the buildings, etc. 

If we pay £10 into the bank, we make a deposit, which increases 
the Deposits on the one side and the Cash on the other. If we 
withdraw cash, we reduce the Deposits on the one side and reduce 
the Cash in the bank shown on the other side. Part of the banks’ - 
business is to record what we pay in and what we take out. 

But with the cheque system we see that nine-tenths of the 
payments are mere alterations in the books, and do not require the 
withdrawal of any cash, and that the bankers lend the right to pay 
by cheque to people who have paid nothing in, and charge them 
interest. To do this the banks pretend they have received a deposit 
and enter it in the account of the borrower, and as they cannot 
increase their cash with nothing, they enter a similar amount in a 
loan account which is the reason for the items " loans to customers. 
The bankers look after their own safety by requiring security in 
regard to repayment, and, in general, they take few risks. 

They lend money to— 

(1) Farmers who require to make purchases before their 
harvest is sold, and who will repay the bank with interest 
when the crop is marketed. 

(2) Industrial capitalists, with insufficient capital of their 
own to finance their production, who will repay when they 
have sold their product. 

(3) Financial speculators who gamble on the rise and fall 
of stocks and shares, or who wish to increase their own capital 
in order to invest in shares yielding more in dividend than 
the bank demands in interest.^ 
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The farmers and industrial capitalists are really one class as, 
unlike the financial speculators who borrow for speculation, they 
borrow on the strength of goods which they are supplying to 
society. In the case of these loans for productive purposes, a 
“ deposit ” is artificially created by borrowing from the bank, and 
repayment of loans reduces the artificial deposits. 

We shall take the cases of a farmer who expects a harvest, but 
meantime wishes to buy machinery, and of a manufacturer who 
expects to' sell machinery, but meantime wishes to buy grain. 
We shall assume that the selling price of the harvest—including 
the farmer’s profit—is £100, and that the selling value of the 
machinery—including the manufacturer’s profit—is £100. The 
farmer and the manufacturer each go to a bank, and ask for a 
" credit ” of £100 on the security of their sales, and if we assume 
that the farmer buys the machinery and that the manufacturer 
buys the harvest, and that they pay each other by cheques, 
these cheques paid into their respective banks wipe out their 
“ loans,” and consequently reduce the bank '* deposits ” by the 
same amount. By this condensed illustration we see that where 
the bank is satisfied that there is a real market for goods, it can 
create credits to facilitate their exchange. 

^The production of the goods and their exchange bring the 
necessary money into existence. That money disappears once its 
function has been accomplished. 

When money is lent to finance speculation or gambling in 
stocks and shares (or in goods), that money represents no products 
nor any prospects of production, and is, therefore, creating more 
substitute money than existing trade requires. This “ inflation ” 
of the currency, in accordance with the laws of currency given 
m the paragraph on the gold standard, reduces the purchasing 
power of everyone’s money. By lending “ credit ” for such 
purposes, the bank confiscates part of the money of the people and 
we shall therefore next examine the role of the speculator in monev 
affairs, his sharp practices, and the injuries suffered by the saving 


( 11 ) 



Speculators and the 

Stock Exchange. 

Speculators are people who live by their wits. Some speculate 
as a sideline and others speculate for a living. There are two 
main fields of speculation—racing and stocks and shares. Both 
have their simple and straightforward devotees, who regard specu¬ 
lation as a legitimate way of acquiring money; both have their 
sharpers; both have their " tipsters 3 ’; both have their own 
newspapers, as well as a large share of the ordinary Press, devoted 
to “ prices " and prospects. We here, however, are mainly con¬ 
cerned with the activities of the speculator on the Stock Exchange, 
and the effects of his activity on the stability and credit of the 
nation. 

Speculation in itself neither adds to nor detracts from the real 
wealth of mankind. Four people, each commencing with £5, may 
lose and win amongst themselves while playing cards, but at the 
end there will still be £20 amongst them, though two may have 
£10 each and the others nothing. In the same way on the Stock 
Exchange, there is nothing gained which has not been lost, and vice 
versa. 

t 

Sensations on the Stock Exchange 

Most of us read of— 

“ Sensation in Wall Street/' 

“ Collapse of the Share Market," 

" Break in Wall Street," 

" Arrest of Prominent Financier," 

“ Suicide of Financial Magnate," 

and other alarming announcements ; yet similar incidents take 
place at Monte Carlo, and for the same reason, namely, that some¬ 
one has gambled and lost, and is ruined. Other gamblers have, 
however, won, and are rejoicing in their " good fortune." What 
is important so far as the rest of the world is concerned is that the 
wealth of humanity is the same as it was—that there still are the 
same factories, the same bridges, the same railways and the same 
workers carrying on the world's work. 

While it is true that the amount of the world's goods is not 
affected by the activities of speculators, it is equally true that when 
they buy and sell shares, the ownership of these factories, railways, 
and workers is being transferred every minute from one person to 
another. That this is possible, without necessarily affecting the 
running of such industries, demonstrates how parasitic and un¬ 
necessary such ownership is. The workers will have to decide at an 
early date whether it is good for society that the ownership of 
industry should be in the hands of and at the mercy of speculators, 
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lacking both industrial skill and industrial knowledge, and with 
no desire ever even to see the works or workers. 

At the moment, however, we are specially interested in the fact 
that these gamblers do not always gamble with their own money, 
but frequently borrow credit from the banks, and in this way 
tax or confiscate the money of society in order to conduct their 
speculations. One of the schemes of special significance in this 
connection is the buying up of small companies, combining them in 
one large company, and selling the large company to the public by 
inviting them to buy shares in it. The shareholders of the smaller 
companies are usually paid more than their shares are worth, and 
the speculator who buys them re-sells them to the simple investing 
public at probably double that price. Only later do the public 
often find that they have lost liaLf their money—perhaps not lost 
it, for after all, their friend the speculator has it ! When the second 
pai t of the deal does not come off, and the speculator is working 
on money borrowed, legitimately or illegitimately, he frequently 
lands in gaol. Mr. E. T. Hooley, who had that misfortune, has been 
kind enough to give in his 4t confessions ” some details which will 
illuminate the subject. 


Mr. Hooley 

Mr. Hooley was one of the greatest “ financiers ” of his 
day. He bought the Dunlop Rubber Company for £3,000,000, 
and within a year sold it for £5,000,000, clearing £2,000,000 off 
the transaction. He bought and sold the Bovril Company, and 
cleared half-a-million. The Company was bought by the simple 
investor who wants his savings in a good company, by the specu¬ 
lator who follows the fortunes of "the great financier/* and by 
those who arc attiacted by the possibility of having shares in the 
same company as Lord So-and-So. 

Mr. Hooley knew all their weaknesses, and as he tells us, " 
Doesn't a title go down well with the good old British public ? ” 

“ When I bought the Dunlop business in 1890, I thought 
it would be a good idea to have some well-known people 
on the Board, and so 1 got hold of an Earl, now deceased, 
and said to him, * Now, look here, I’ll give you £10,000 
for a Duke, and £5,000 apiece for a couple of ordinary 
peers. I don't mind who they are, so long as thev are 
fairly well known/ ’Right you are, my boy/ he replTed 
breezily. . It won t take me long to find the people vou want ’ 
Nor did it. He brought along the late Duke of' Somerset 
and another noble Earl. That was good enough for me 

I he new company duly. came , out with its titled directors 
and was a roaring success.” 

He further states :— 

" Xt is necessary for ine to explain that I had nothing 
to do with the actual management of ■ the companies I 



promoted. I floated them, got what I could out of them 
and let someone else nurse the baby/' 

Do the Banks back the Speculator 

Theie is a story of a mother whose child had swallowed a penny, 
sending for the minister, as he “ could get money out of anyone." 
That story illustrates the reputation financiers attain in being able 
to get money out of the public. So much is this so, that municipali¬ 
ties even utilised the financier’s services to raise loans, but, as we 
saw during the Hatry collapse, occasionally with dire effects. 

The financieis who buy up companies have not themselves the 
millions necessary, and they therefore have to borrow them till 
the deal is completed. If they borrow from the banks, it means 
that " substitute money " is manufactured, and society has its 
money power misused to provide the financier with capital. If the 
deal fails, the financier fails and all those who have dealings with 
Iiim may find that their securities have been pledged as security 
for the loans he cannot pay back. If he succeeds, he pays off 
the loan from the money he gets from the public, and pockets a 
fortune. Meantime the purchaser of the new company’s shares 

often finds that his shares are only worth half of what he paid for 
them. 

Speculation and Foreign Trade 

A large amount of speculation is done on the rise and fall in 
the prices of shares, and some of the sharper and less scrupulous 
speculators are not averse to engineering such fluctuations. 
So long as this is confined to one country, it does not necessarily 
interfere with industry and commerce. But when speculators in 
one country seek quick fortunes in another country, it introduces 
complications. A pound note, or a British cheque, is a ticket 
entitling its holder to British goods, and its only value is its title 
to British goods. All trade between countries is trade in goods, 
and there is no international money other than gold. 

When British speculators, therefore, endeavour to participate 
in a share boom in the United States, and send cheques in payment 
these are useless unless they can be realised in British goods. But 
America erects tariffs to keep out British goods, and there is no 
extra demand for our goods merely because speculators send 
British money there. Therefore payment of such cheques is taken 
in tlie kind of goods which costs least to transport, and which is 
universally acceptable—gold. Moreover, when such speculators 
borrow credit from the banks to gamble with in America, they 
create excess substitute money, which makes it profitable for 
people to draw gold out of the banks at home. The banks, therefore, 
realise that there is too much substitute money, and they dis¬ 
courage borrowing by raising the rates of interest for loans. This 
makes it less profitable to borrow for speculation, and the quantity of 
substitute money or currency is brought back to its proper level. 
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Raising the Bank Rate 

But the rates of interest on loans are raised not only to the 
speculator, but also to the producer and to the Government, and 
just as it discourages borrowing for speculation it discourages 
borrowing for productive purposes. This tends to reduce the 
activity of industry, and to cause more unemployment. The 
Government also is compelled to divert money from social purposes 
to paying extra interest to the bank. Inflation, brought about by 
the borrowings of speculators, is injurious to the workers. 
Foreign Investments 


Inflation, according to the laws described on page 5, is not 
any precise addition to the currency—indeed it may occur without 
any new currency if activities decrease, e,g., after a war, and the 
currency in use does not ; and on the other hand increased activity 


may require more currency, unless existing currency is used at 
greater speed. Inflation is relative, depending on the necessities of 
trade, commerce, and transactions of all kinds. In the normal 
working of capitalism, it is possible to keep the manufacturing of 

“credit “ fairly w^ell under control, by watching the barometer of 
the foreign exchanges. 

When a credit is created, it gives the borrower power—power 
to direct the workers what they are to produce. For example, if 
the credit were created for a municipality, the municipality would 
be able to place orders for the building of houses, either directly 
or through contractors. If the credit were given to a foreign 
government or firm, that government or firm could use it to order 
engineers to build locomotives, cotton machinery, or anything else 
it desired. The decision as to the goods it would buy w r ou!d also 
decide which workers would work and what they w'ould produce. 

I he sending o! goods abroad under this extension of credit to 
foreign countries is described as foreign investment. 

—And Unemployment 

h or much more than half a century the British manufacturer has 
been finding markets for his products by persuading * foreigners to 
borrow credits to purchase his railway and other plant. When 
revolution or revolt or financial and industrial confusion spreads over 
China, India, Egypt, New Zealand, Australia, South Amerka' 
opam, and Russia, there are few countries left which can be 
persuaded to borrow credits, and the industries which have been 
developed and maintained by this system, collapse. The banks 
or financial houses which obtain large amounts in commission for 
carrying through these credit transactions also lose their source of 
income and, even here, unemployment is increased. 

War Reparations 


We have seen other dislocations. The victorious countries'in the 
1JI4-18 War claimed large sums of money from Germany. Just 


included ^ wWch at Umes have 
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Hck B ,f fnr f® y iS 1 ^ Ckct f ° r , British Soods, German money is a 
ckei. for Geiman goods, and the great “experts” of capitalism 

held co nf ei e nce after conference to try and find out how Germany 

cou pay hei debts without the other countries having to 

take German goods. This was “accomplished” by Germany 

borrowing money from British financiers to pay to Britain and 

borrowing money from Americans to pay to America. Neither 

o ese transactions, of course, enabled Germany to pay. She 

simply used the money of British and American people to pay the 

.British and American Governments, while she owed more and more. 

£ s a consequence of all this mad money confusion, taking the 

financial balance between countries, Germany paid out nothing, 

but actually borrowed more, and America which was supposed 

to receive huge sums every year actually received nothing but 
lent still more.* & 


The Breakdown 

This farce had to come to an end, and in 1931 the whole banking 
system m Austria and Germany was about to collapse. Large 
sums of credit were created in London to prevent the collapse 
a u ^ however, as the creation of credit for speculation, 

which is not a reflection of transactions in real wealth, causes 
inflation, so by this abnormal creation of credit for Germany 

inflation in British currency w r as caused and the pound note ceased 
to be worth a sovereign. 

“ Off the Gold Standard ” 

We hear this described as " going off the gold standard/' or 
it is said that the gold standard has broken down," and the 
impression is created that the existence of a depreciated currency 
in this country is due to the gold standard having done something— 
in this case broken down. Can greater nonsense be set before the 
public ? Gold is used for certain purposes by human beings and 
whatever happens must obviously be the consequence of their 
actions , and it is in their actions that the causes will be found, 
not in the yellow metal—gold. 

What are the facts ? The world still measures the values of 
its commodities by gold, and the degree to which the British £ 
has depreciated is found by measuring it in gold. Gold, therefore, 
as an international measure of value, has not broken down : it is 
the British currency which has been inflated by the action of the 
financiers. 

-'The scarcity of gold was the next excuse : we were told that 
gold was preventing the expansion of credit. There was, all over the 
world, one of the three greatest booms in history during 1929-30, 
and there w'as less gold in existence then than there was during the 


* In 1923 U.S.A. exported £75,000,000 more than she imported, which 
went up to £1 17,000,000 per year from 1925 to 1927, and up again to 
£177,000,000 from 1928 to 1930. From 1925 to 1930 America s investments 
abroad totalled nearly £1,300,000,000.-— (Investor's Chronicle, May 30th, 1931.) 
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to claim 


subsequent slump. It cannot accurately be said that g 
hobbled the feet of capitalistic expansion._ 

What Has Broken Down 

Every credit created in this country is the power 
.British goods. When credits are created for the supply’ of coal 
railways or machinery we can deliver the goods, but when credits 
aie created for speculation or to bolster up the fantastic figures of 
war debts and reparations, a situation arises which cannot be 
settled in the real world of industry and commerce. When these 
arbitrary figures are mixed up with the ordinary balance of trade 
and countries are entitled to collect ridiculous sums from each 
other, as the result of creating credits to keep the financial house 

S * fr °m faUl l ng - 11 is not difficult to realise that there is not 
sufficient gold in the world in which to materialise such payments 

, 14 was not then gold as a medium of exchange which broke 

down, but the international book-keeping machinery. 

The Causes of Unemployment 

t], p rhe , r t ^ no necessity to seek the causes of unemployment in 
;e mysteries of gold or money. Every invention in machines or 
methods automatically displaces labour unless the consumption of 
the product increases at the same rate as the power to produce. 
As under capitalism the workers, who form the great bulk of the - 
population, are not allowed to increase their consumption at the 
same rate as production increases, the surplus of worker" unem 
poycd tends to increase. The money power of the country is 
entred in the hands of financiers, bankers, and others who cannot 
possibly consume the possible production and who are, therefore 
interested in investment and speculation exclusively for the purpose 
™ a k ln g sriU more money. This is possible only through the ex- 

exDffiit^tin^ tn h h W . 0lker ® ! n industry?? To enable the results of the 
exploitation to oe turned into cash there must be markets in which 

he goods can be sold at a profit. The enormous productivity of 

the modern world the fact that production is arranged in such a 

way that plant and machinery can be produced to a greater extent 

than it is physically possible in times of peace to makf use of them 

makes it impossible for the capitalist to sell the goods or even to 

m U i n ?k ei> willing to take such goods on credit. 

While there may be minor fluctuations in employment un or 

down, private enterprise is relatively exhausted so far as expanding 
IS concerned, and the peonle of thic \ • ex P anclin g 

with the alternati^ of . P 1 , ‘i and other countries are faced 

or n , Nr-dwfo 1 , f gradual deca y and shrinking of production 

or replacing capitalism with a new type of snr,Vu, P T k! 

thtS 

planning of production and distrib ution, in short. Socialism.* 

papefs°on h " Full ‘pmutov-menf Go " vernment aiuf Labour'Pa^ 
-c 1 :! by-tW* PrinCip,t - >S — 
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Conclusions 

We are now in a position to tabulate our conclusions, and to 

make clear to oui minds what are the problems and possible 
solutions. * 

(1) I he world must have a standard by which to measure 
the relative values of commodities, and gold is still the most 

convenient measure, and no satisfactory substitute has so 
far been found. 

(2) The amount of currency or substitute money required 
depends entirely upon the necessities of trade, and has in no 
way been restricted by the gold standard, except that the 
banks lost their gold if they created an excess of currency. 

( >) lrade depends upon {a) our power to produce goods, 
(&) our power to sell them. While our powers of production 
are almost unlimited, it is impossible under capitalism to sell 
all we can produce. Only a country able to produce as much 
as we can could buy our production and such a country would 
not require it. 

(4) Extension of trade under capitalism, therefore, de¬ 
pends upon— 

(a) The number of countries we can persuade, or 
force, to borrow goods from us, and the possibilities of 
our being repaid. That is, the extension of consumption 
of our goods abroad. 

(b) The extension of the consumption of our goods 
at home. 

(5) The normal financial way of extending such consump¬ 
tion is to grant credits, or create substitute money, and lend 
it to someone. 

(6) All that British money means to-day is the right to 
determine how the labour of Britain shall be employed. Con¬ 
trol of the spending of £100 gives the right to determine what 
a British worker is going to do for a year. The lending of 
money is lending the labour of men. 

(?) The manufacture of money by private banks, with¬ 
out responsibility except to their profit-seeking shareholders, 
must cease, and the banks be made a public service, re¬ 
sponsible to society as a whole. 

(8) The creation of money, or the right to use the labour 
of the people, is limited only by the amount of labour which 
is idle. The creation of money for speculation is an evil, 
but the creation of money for useless production is also 
an evil. There must, therefore, be discrimination in the 
giving of loans.* We could give credits to the Aiabs and 
make trade by lending them a railway for the Sahara Desert, 
but it would be wiser to create the money for house building, 
which would employ labour usefully here. 

* See Borrowing (Control and Guarantees) Act, 1946. 
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By nationalising the Bank of England, control is obtained over 
the amount of money in the country, as well as almost complete 
control over the amount of credit created by other banks. 

By means of the Capital Issues Control,* the Government 
controls the rate and direction of the flow of capital to new enter¬ 
prises. Booms and slumps arose from violent changes in the 
relationships of supply and demand. When trade was increasing 
everyone wanted to expand and there were demands for loans to 
start new businesses. W hen trade was contracting there was a 
tendency to hold back. These reactions intensified both the boom 
and the slump. During the 1939-45 war the various steps taken 
to plan tlie national effort led to controls over money which taken 

together tended to become a complete system of monetary manage¬ 
ment. 


By the Capital Issues Control ** the Treasury's consent is 
required for any new issue of capital. 

Under the Local Authorities Loans Act (1945) Local Authori¬ 
ties must apply to the Public Works Loans Board for any new 
loans. These measures guarantee that developments are not 
decided by the profitableness of the enterprise to the individual 
lender but by what is desirable according to public policy. By 
restricting the development of enterprise when there is relatively 
full employment, booms are restrained and by facilitating develop¬ 
ment when employment tends to decline serious slumps may be 
prevented. J 


The formation of a Jsational investment Board will turn the 
tendency which arose during the war to have all enterprise financed 
rough the agency of the Ceni ral Government into a normal peace¬ 
time system. Those who desire to save get security by investing 
with the Government and need not risk their savings in S] >eculative 
enterprises. By controlling the banks and investments the gambling 
aspect of capitalism becomes narrowed to a smaller range of 

j • \ | ^ ^ more the machinery of production and 

distribution become matters of national planning. 


During the 1939-45 war, the Government began the practice of 
issuing an annual " Analysis of the Sources of War Finance and an 
Estimate ol National Income and Expenditure.” This has become 
the Capital Budget of the Nation’s Wealth. The War also brought 
about a greater development of International Planning. The Hot 
Spnngs International Conference laid down a policy for the planning 
of a World Pood Budget and stipulated that S 


The primary responsibility lies with each nation for seeing 
that its own people have the food needed for life and health ■ 
steps to this end are for national determination.” 

First steps were also taken to establish International Control of 


* See Cmd. 6645, May, 1945 (Id.). 



Money Power, and to prevent inflation, and the misuse of credits 
and other loans as means for international economic warfare. 

\\ ith the conclusion of the war, there has opened a great new 

period of experiment and development. Every country before the 

war was planning to some degree in one way or another. Fascism 

and Nazism planned in an anti-social way and World Society has 

suppressed their methods. Russia had developed state planning, 

Britain had developed a planned capitalism intermixed with great 

social services, while America had had to use State Power to plan 

compensations for the shrinkage and partial breakdown of capitalist 
enterprise. 


Russia since the war has continued with her state planning ; 
Britain under its Labour Government is bringing basic industries 
under national control and supervising, and, to some extent, 
din e tm” the vt>rking and the development of private enterprise 
as part of a, complete national policy. The Lnited States struggles 
with its capitalist contradiction of enormous powers of production 
with insufficient profitable markets to absorb all it can produce. 

To-day the world moves forward into what is the greatest period 
of conscious economic planning in history. It is for the student to 
keep himself abreast of the great changes that are constantly taking 
place as a result. 
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